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(1) Annual Report to Shareholders for the fiscal year ended December 31, 2004.
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Location determination has become a fundamental requirement for many
consumer and commercial activities. GPS is the world’s most widely used and
accepted technology for precise determination of latitude, longitude and altitude.

The GPS system was founded and continues to be funded and operated by the
U.S. Government. It can be accessed free of charge and provides positioning data
24 hours a day worldwide.

The GPS system is based on signals presently provided by a constellation of 30
orbiting satellites. The satellites broadcast positioning data on two frequencies,
one designed for civil use and one primarily used by the military.

GPS satellites are currently being improved through a program called GPS
modernization. This will add another frequency and more advanced signals.

A

n addrtron to GPS GLONASS is another positioning system establrshed by the
‘ *former Sovret Union and controlled and operated by the Russran government
~~The GLONASS system currentty consrsts of 14/actrve satettrtes

A thrrd system, called Galrleo is currently berng devetoped by the, European Space

Agency and the European Union and i rs scheduled to become operatronat in 2008/10.

i Altogether these systems are known as Globar Navrgatron Satellrte “Systems, or
GNSS. The development of alternatrve satellrte posrtronrng systems is a benefit

to providers of global posrtronrng technotogy, such as NovAtel Inc., srnce products
can be designed to use the signals from multrple systems resulting i in greater
accuracy and reliability. GNSS is the futre of focation determination.




g DL4;1/{5 -@\

| ® K~/

NovAtel Inc. designs, markets and sells high-precision GPS and other positioning
components and sub-systems used in a wide variety of commercial applications requiring
location, navigation, tracking, mapping and timing information. NovAtel’s solutions combine
hardware, such as receivers and antennas, with software to enable our customers to fully
integrate NovAtel’s high-precision positioning technology into their respective products and
systems. We are focused on supplying core high-precision positioning technology to OEMs
and system integrators who build systems for various end market applications.

Notable Customers
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To our shareholders

2004 was another successful year for NovAtel, marked by
strong operating and financial performance throughout the
company. Revenues grew 39% to C$53.9 million and net
income more than tripled to C$12.8 milfion, or C$1.59 per
share (basic). Net income in 2004 includes the recognition

of C$3.2 million, or C$0.40 per share {basic), of future income
tax assets. Without the recognition of these tax assets, which
derive from the company’s long-standing shields for Canadian
income tax, our profit for the year rose 178%. Importantly,

we also strengthened our gross margins — which increased
to 58% from 53% a year ago — and continued to generate
strong operating cash flow of C$12.5 million to end the

year with more than C$23 million in cash and highly liquid
short-term investments.

Clearly, we are very pleased with these strong results, and
we believe they reflect the success of the strategic initiatives

OEMSs who are incorporating our technology into their
end-user solutions. Qur OEM customers are responding

very favorably to this “NovAtel OnBoard” strategy, and
revenues in this category rose 46% last year. The increase
was driven largely by growing sales to Leica Geosystems,
AG, which is one of our key strategic partners and accounted
for approximately 16% of our 2004 revenues. We entered into
our strategic alliance with Leica a little over three years ago,
and since then Leica has launched two NovAtei-based
products for the surveying and mapping market - the System
1200 in February 2004 and more recently the SmartStation
during the first quarter of 2005. We consider our successes
to date to be an indication of our mutual commitment to the
long-term potential of this partnership.

Our Special Applications sales growth was also driven by
increased shipments to OEMs in China, who are incorporating

2004 was another successful year for NovAtel, marked by strong
operating and financial performance throughout the company.
Revenues grew 39% to C$53.9 million and net income more than
tripled to C$12.8 million, or C$1.59 per share (basic).

we put in place three years ago. The primary elements of

this growth strategy — renewing our focus on understanding
and responding to customers’ needs, committing to technology
leadership in high-end global positioning, and emphasizing
greafer operating efficiency and return on investment (ROI) —
have proven valid, but the key to our success has been the
ability of our employees to execute on those initiatives. Even
the best strategies will not succeed without the talent and the
determination to make them work. At NovAtel, our people have
both, and that is why the company has been able to carry out
its strategies and establish such strong operating momentum.

Strong Performance in All Three Business Categories

Our job now is to build on that momentum in each of our
business categories by combining our ability to deliver world-
class precise positioning technology with our ability to provide
it in ways that best meet our customers’ needs.

In our core Special Applications business, for example, we
continue to develop and expand relationships with leading

our high-end dual-frequency GPS receivers into products

for various market applications. And we continued to
execute our OEM strategy in vertical markets where we have
established ourselves, such as precision agriculture, where
our technology is a key part of automated guidance systems
produced by BEELINE Technologies, Inc. The majority of
BEELINE’s sales are in the after-market, retrofitting a variety
of agricultural machines with auto guidance capability.

In addition, our joint customer, AGCO, a multi-billion dollar
agricultural corporation, currently factory installs our system
on one of its tractors, We believe there is strong potential with
AGCQ as they plan to add automated guidance on selected
machines across their broad product portfolio.

To complement our high-end dual-frequency GPS technotogy,
we acquired the single-frequency non-aviation GPS receiver
product line from CMC Electronics in 2003, which contributed
approximately 8% of revenue in 2004, We are now working
to build our customer base in the middle tier of the market,
fo increase our market share in core segments, to create




entry points into new vertical markets and to form
relationships early on with customers who may evolve to
applications that require our dual-frequency technology.

In our second business category, Aerospace and Defence,

we also saw strong revenue growth. Sales were up 49%
year-over-year, driven by contracts related to development

of Wide Area Augmentation Systems (WAAS) that will be a
critical component in the next generation of global air traffic
control. NovAtel has long been a supplier of positioning
components to GPS-based air traffic control infrastructure in
the United States, Europe, Japan and China. During 2004, under
contracts with Raytheon Company, we substantially completed
the development and production of the new generation of key

Werner Gartner, Exscutive Yice-President -
and Chief Financial Officer @efow) :
Werner Gartner has worked in a varisty of financial. |
- pusitions within the company since Jolning in
1980: He is tesponsible for comparats financial
reporting and budgeting, tax planning, capital
markets and treasury operations, information
systems, human sesources and facifities. Wemer
has over 20 years' business experience, and-halds
& B.Sc. fromv the University of Western Ontarfo,
an MBA from York Universiiy, and is a Certified
: Managqment Accountant )

Patrick C. Fenton, Chief Technology Officer fright

Pat Fenton hoids a key rofs in developing core products that
have positioned NovAtel on the leading edge of GPS and other
precise positioning technologies. He made his mark on the
GPS industry as invertor of the Narrow Correlator technology.
This technology and follow-on multipath reduction technigues
have revolutionized the accuracy of the publicly accessible £/A
code GPS signal, leading the way to sub-meter positioning.
Pat has developed, published and patented many other
receiver improvement technologies. He received his geomatics
engingering degres from the University of Calgary andis a
Fellow Member of the Institute of Navigation (ON).

WAAS ground network receivers to upgrade existing sites

in the United States for the Federal Aviation Administration,
Early in 2005, we received a new contract from Raytheon

to provide ground-based positioning equipment for the
government of India’s GAGAN program of satellite-based air
traffic control. In addition, we continue to be integrally involved
in the development of prototype receivers for the European
Union’s planned Galileo global navigation satellite system.

While the revenue stream from such projects can be irregular,
we welcome these contracts. They provide both revenue and
the opportunity to develop cutting-edge positioning
technology. They are, in effect, customer-financed R&D.

In 2004, we spent C$12.5 million, or 23.2% of our revenue,

Jonathan W. Ladd, President and

Chlef Executive Officer flef)

Jon Ladd has over 20 years' management
experience, having held many senior positions

in commercial, precision-focused GPS companies.
NovAtel benefits from Jon’s breadth of
international experience in the areas of advanced
positioning technology development, marketing
and progressive business management. Jon holds
a BS with distinction in Surveying Engineering
from the University of Maine,



in research and development, and 26% of this investment
was customer funded, the majority from Aerospace and
Defence contracts.

In our third business category, Geomatics, we also saw
positive trends. Revenue was up 11% overall, and Point, Inc.,
our joint venture with Sokkia Company of Japan, continued
to improve its existing product line and expand its market
presence. Point has been a part of our business that has not
met our internal growth targets in recent years. We continue
to work with Point management and with Sokkia to improve
Point’s performance in the future.

Maximizing the Opportunities Ahead

NovAtel has made tremendous progress in recent years,
but we believe the company has only begun to realize its
potential. We have demonstrated our technology leadership
and our ability to develop high-precision, GPS-based
positioning products. Our goal now is to become the world’s
leading provider of precise global positioning technology.

To do so, we will continue to develop our core expertise in
GPS receivers and sub-systems, while also expanding our
skills to include complementary technologies, such as inertial
systems, other positioning sensors, certain communication
techmologies as well as other Glabal Navigation Satellite
Systems (GNSS) such as Galileo.

We call this approach “GPS Plus”, and an excellent example
is SPAN™ (Synchronized Position, Attitude, and Navigation),
a product family we developed and began to market in 2004.
SPAN embodies GPS plus inertial technology, and initial
response has been very positive.

As we have executed our strategy to drive profitable growth,
we have also been aggressively enhancing many of our
internal operations to increase productivity and profitability.
For example, we have made improvements to our product
life eycle processes, taking a broader view that incorporates
everything from how we initially evaluate specific market
needs to how we decide when & product has reached the
endiof its productive fife. We have also begun to adopt

lean manufacturing methods, and have begun scoring our
suppliers to ensure they are meeting our guality and

productivity goals. In parallel, we have markedly improved
our inventory management methods. The result has been
steady improvement in both our inventory turnover — in
2004 turns were 5.0x, up from less than 3x a few years
ago — and manufacturing efficiency, resulting in improved
operating cash flow.

Looking forward, we are optimistic. We continue to strengthen
our product line and market presence. We are seeking to
make NovAtel technology the de facto standard in precision
global positioning technologies, ranging from mid-level
single-frequency to high-end dual-frequency and GPS Plus
OEM products. We are a recognized technology leader,

and we are pursuing strategies to expand that leadership —
including strong investment in R&D, collaborations with

other industry leaders, and possible acquisitions of firms
with complementary technologies to expand our technology
platform. And we continue to see increased worldwide demand
for the high-precision positioning components and sub
systems we provide.

Since the beginning of 2005, the number of our shares
available in the public market has almost doubled. We believe
this will expand the market for our stack, attracting new
shareholders and interest in NovAtel. We welcome our new
shareholders, and have designed our 2004 Annual Report to
provide you with the NovAte! story — who we are and where
our future opportunities lie.

As always, thank you for your support of our company.
The past three years have been an exciting and rewarding
time for NovAte!, and we look forward to reporting on our
continued progress.

2. 7_}(

Jonathan W. Ladd
President and Chief Executive Officer
May 2005




Corporate governance

Directors
(as at April 29, 2005)

David E. Vaughn*
Chairman of the Board
(President, Faursome Technologies)

Richard D. Orman*+
Vice-Chairman and Director
(Executive Vice-Chairman, Exceed Energy Inc.)

Robert J. Iverach
Director
(Counsel {Associate), Felesky Fiynn LLP)

Joel A. Schleicher*

Director

(Chairman and Chief Executive Officer,
Integrated Solutions, Inc.)

Charles R. Trimble*
Director
(Chairman, United States GPS Industry Council)

Jonathan W. Ladd
Director

(President and Chief Executive Officer, NovAtel Inc.)

Werner Gartner
Director

(Executive Vice-President and Chief Financial Officer,

NovAtel Inc.)

Patrick C. Fenton
Director

(Vice-President and Chief Technology Officer, NovAtel Inc.)

* Audit Committee
*Compensation Committee

Executive Officers

Jonathan W. Ladd
President, Chief Executive Officer

Werner Gartner
Executive Vice-President, Chief Financial Officer

Patrick C. Fenton
Vice-President, Chief Technology Officer

Farlin A. Halsey
Vice-President, Marketing

Anthony J. Murfin
Vice-President, Business Development

Graham C. Purves
Vice-President, Sales

Committees of the Board of Directors

Audit Committee

The Audit Committee assists NovAtel's board of directors

in fulfilling its responsibilities for oversight and supervision
of financial and accounting matters. The Audit Committee’s
responsibilities include engaging or discharging the
independent auditors; reviewing, with the independent
auditors, the plan and results of the auditing engagement;
reviewing NovAtel’s internal auditing procedures, system of
internal accounting controls and financial management; and
making inquiries into matters within the scope of this

. Committee’s functions. The board of directors has determined

that all members of the Audit Committee are “independent
directors” as determined in accordance with applicable
securities laws and rules of the National Association of
Securities Dealers (NASD). The board of directors and the
Audit Committee have adopted a written charter of the Audit
Committee, which may be viewed on NovAtel's website,
www.novatel.com,

Compensation Committee

The function of the Compensation Committee is to ensure
that NovAtel has a high caliber of executive management

in place and a total compensation plan that is competitive,
motivating and rewarding for participants. The Compensation
Committee reviews and makes recommendations to the board
of directors of NovAtel concerning the compensation of the
key management employees of the Company and the
administration of NovAtel's stock-based incentive plans.

NovAtel Code of Ethics
and Business Gonduct

Statement of Principles

NovAte! Inc. is determined to conduct its business in strict
compliance with all applicable laws, rules and regulations;
with honesty and integrity; and with a strong commitment

to the highest standards of ethics and business conduct.

The Company’s employees are expected to conduct business
affairs within both the letter and the spirit of the law. A basic
principle is that integrity must guide the Company in all
dealings with all parties. The entire policy may be viewed

on NovAtel's website, www.novatel.com.
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Focus on

NovAtel is a recognized world leader in high-precision
positioning technology, and is committed to maintaining

its technology leadership. Over the last four years, we have
invested over C$40 million in research and development,
while:at the same time growing our revenue and profitability.
Revenue has grown at a compound annual rate of 24% since
2001, operating income has grown by a compound annual rate
of slightly greater than 210%, and NovAtel ended 2004 with its
13th consecutive quarter of positive operating cash flow.

NovAte!l’s research focuses on care GPS innovation, as wel!
as on “GPS Plus”-the combination of precision GPS integrated
with other complementary satellite system technologies
(GNSS) and/or positioning sensors.

To make position calculations, GNSS receivers use signals
from four or more GNSS satellites. The first three satellites are
used to triangulate a position. The fourth is used to improve
the position’s accuracy by factoring in the time offset between
the satellite system’s clock and the GNSS receiver’s clock.

performat

Receivers vary in the precision of their data and in their
ability to overcome adverse signal conditions, such as
availability or obstruction of satellite signals. As more
satellites and constellations are deployed, such as Galileo,
more signals, such as L5/L2C, are expected to become
available. NovAte! has already been selected to develop
technology related to future signals. For example, we have
received contracts from the Canadian Space Agency for
demonstration and prototype receiver development for
the European Galileo system, and expect to be involved

in Galileo receiver development activities in the future.

The obstruction of satellite signals is caused by natural

and man-made objects, such as tree canopies and bridges,
obstructing the direct line-of-sight to a satellite signal that

is required by a receiver. Product developers have already
begun to use complementary technofogies and innovative
design to compensate for adverse signal conditions. For
example, in 2004 NovAtel introduced its SPAN Technology™,
which combines GPS with an IMU (Inertial Measurement Unit)
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NovAtel has invested over C$40 million in research and development
over the past four years, while growing its revenue at a compound

annual rate of 24%.

to deliver precise position, velocity, time, and aftitude data
in challenging environments where GPS satellites can
become obstructed.

Precise, reliable, robust
NovAtel believes the primary customer benefits of its
core technology solutions include:

e high-precision positioning with accuracy to the
sub-centimetre level;

* high-reliability and robust performance, even in challenging
environments;

» cost-effective components and sub-systems to enable
broad market application;

e small, low-power designs for easy system integration; and

« flexibility to integrate customer software solutions enabling
NovAtel’s customers 1o reduce system costs and accelerate
time to market.

The availability of reliable and cost-effective high-precision
positioning technology has resulted in an expanding number

A broad porttolio

High-Precision Hardware and
Proprietary Software

o GNSS receivers process satellite signals to
determine precise position

* Proprietary software enables high levels
of accuracy

* Antennas receive satellite signals with
extreme accuracy

* Augmented products allow continuous
positioning data

of commercial applications for the technology. Examples

of applications for this technology include enabling Satellite-
Based Augmentation System (SBAS) receivers, which improve
the accuracy and reliability of aircraft navigation; farmers
equipping their tractors with machine controlled precision
guidance systems, which typically results in lower operating
costs and higher crop yields; and surveyors using GPS-based
instruments to survey sites more rapidly and accurately.

Strong portfolio of proprietary technology

One of the most critical elements of the NovAtel solution
is our product line of receivers. The receiver is the core
technology which receives and processes the satellite
signals. The majority of NovAtel's proprietary technology

is incorporated into NovAtel’s receivers and most of our
research and development efforts are directed towards
improving their accuracy, reliability and cost effectiveness.
These receivers are highly flexible and configurable with
software for specific applications which enables NovAtel
and its customers to leverage a limited number of hardware
platforms into a wide variety of end-market applications.

Barriers to entry
NovAtel's management believes there are significant barriers
to entry in the industry, including:

1. Proprietary and patented technology. NovAtel has an
established reputation of technology leadership, and
holds 28 U.S. and 33 related foreign patents, along with
numerous trade secrets in the areas of precise positioning.

2. Scarcity of industry expertise. NovAtel’s business is highly
specialized and management believes it would be very
difficult to replicate our world-leading GPS team, which
has taken us many years to build.

3. Extensive, established relationships with market leading
customers and partners. NovAtel's partnership business
model is intended to create strong relationships and keep
its customers satisfied.




Generate growth

NovAtel's goal is to become the leading provider of high-
precision global positioning component technologies and
sub-systems. In order to achieve this goal, NovAte! is focused
on the following growth strategies:

Continue to generate strong revenue growth while
improving profitability and capital efficiency

NovAtel intends to continue to pursue profitable growth
opportunities through its focus on return on investment.
Key elements of this strategy include: (i) maintaining selling
prices and gross margins by pursuing value added high-
precision global positioning applications; (i) improving capital
efficiency through outsourcing select business activities,
manufacturing services and certain design functions; and
(iii) investing in initiatives to improve efficiency and reduce
costs while continuing to deliver superior customer service.

Continue to invest in high-precision

global positioning technology

NovAtel is committed to continual improvement of the accuracy,
reliability, cost and quality of its technology. To achieve these
objectives, we intend to invest in research and development
primarily in the following areas: (i) core GPS hardware and
software; (ii) technology supporting the modernization of the
GPS system; (jii) technology supporting other satellite based
positioning systems; and (iv) technotogy that augments our
global positioning technology.

Partner with and/or acquire enabling

and complementary technologies

NovAtel continuaily seeks to develop strategic partnerships
with industry leaders of enabling and complementary
technologies, such as inertial systems, guidance technology
and wireless communications. We also expect to continue
to pursue selective strategic acquisitions that are
complementary to current product offerings, expand

our market opportunity or broaden our customer base.
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| NovAtel’s goal is to become the leading provider of high-precision

| addressable market.

global positioning component technologies and sub-systems in its

Continue to build market share with large 0OEMs

and emerging system integrators

NovAtel pians to continue to build market share and
enhance its growth by leveraging our OEM business model.
Furthermore, we expect to continue to develop relationships
with emerging system integrators through our growing
international dealer network. An important element of

this strategy is to continue to work with OEMs and system
integrators in a highly collaborative fashion and to provide
them with an exceptional level of customer support.

Focus on higher reliability, higher accuracy markets

Aftract and retain key employees

NovAte!l has assembled a talented and experienced team
with proven expertise in the GNSS industry. As we experience
growth, we intend to hire more employees with demonstrated
experience and ability, with the objective of increasing the
number of highly productive teams. Potential employees

are offered the opportunity to work for an industry leader

on challenging assignments in their area of core competency
with access to state-of-the-art development resources.
NovAtel also maintains a competitive performance-based
compensation program which is designed to attract

and retain employees.

The overall GPS market can be divided into two primary segments: lower
precision consumer markets and higher precision commercial markets.

The graph at left illustrates the relative reliability and accuracy demanded by
customers for specific applications. On the left side of the graph are consumer grade
GPS products such as handheld receivers sold for recreation, car navigation systems
and the new generation of GPS enabled cellular phones. In this sector, margins are

typically low and price is traded off against accuracy and reliability.

NovAtel’s focus is on the higher reliability, higher accuracy segment of the GPS
market. In these applications, accuracy and reliability are paramount. As a result of
the high degree of specialization required, commercial high-precision GPS component
technology is typically sold at significantly higher prices, which typically results in
higher gross margins than lower precision, consumer focused systems.




Markets

NovAtel competes in the high-precision global positioning
market by selling components and sub-systems to leading
Original Equipment Manufacturers (OEMs) and system
integrators in multiple industries. During the past two

years, NovAte! has sold its products to over 350 customers
worldwide, including some of the leading companies in their
respective sectors.

NovAtel sells, markets and distributes its products through
both direct and indirect channels in order to maximize
market coverage on a cost-effective basis. The primary
focusifor NovAtel's saies and marketing efforts is on OEM
customers, strategic relationships and supporting a network
of dealers and resellers. Our in-house sales and marketing
efforts are focused on market research, product management,
customer service, distribution management, communications
and promotions. Each market receives specific attention to
the needs of its sales and distribution channels, which are
rapidly changing.

NovAtel believes that providing a high level of customer technical
support is critical to creating and maintaining strong relationships
with our OEM and system integrater customers. We are able to
achieve this level of support by employing qualified engineers

Special Applications
61%

and technicians to advise and provide customers with integration
and after-sale support. Due to frequent interaction with
customers, these integration engineers and support technicians
also act as an important source of customer information, which
can drive product enhancements, new product ideas and new
business opportunities.

NovAtel's products are currently used in a wide variety of
demanding applications, across a growing number of market
verticals. Historically, we have divided our customers into
three categories:

« Special Applications is the largest category made up
of many market verticals, including: precision agriculture,
unmanned vehicles, port automation, commercial marine
as well as emerging markets.

» Aerospace and Defence includes civil air traffic control
infrastructure, airborne systems and defence weapons
training applications.

» Geomatics includes surveying, mapping and Geographic
Information Systems applications.

NovAtel’s products are well-diversified in a number of
markets at different stages of maturity. The survey industry
was the first commercial market to make widespread use

2004 Sales by Category 2004 Sales by Geography

Asia & Australia
19%
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~ NovAtel’s products are currently used in a wide variety of demanding
| applications, across a growing number of market verticals. Our products
are well-diversified in a number of markets at different stages of maturity.

of the GPS system. Adoption began in the late 1980’s and
grew significantly in the early 1990's as new technologies
emerged to make the applications more cost-effective.
Since that time, use of the system has spread to a variety of
commercial and consumer applications including navigation,
tracking, mapping and monitoring.

NovAtel believes sales will continue to increase in markets
that have been traditional users of GPS technology, such as
surveying and mapping, commercial marine and aviation.
Generally, these are markets where GPS has either replaced
older technology, such as the marine industry, or markets
where GPS technology was adopted at an early stage largely
because the benefits of GPS outweighed price sensitivity,
such as the survey and mapping market.

NovAtel expects these markets to continue to expand for

a number of reasons, including increased functionality and
accuracy at competitive prices, and a trend toward outsourcing
of core GPS technology by OEMs and system integrators.

More recent markets that are just beginning to embrace
GPS solutions include precision agriculture, and mining
and canstruction machine control. These are established
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markets that to date have not been traditional users of GPS
technology. The growth in these markets is largely being
driven by OEMs and system integrators who are developing
new products that deliver higher productivity and lower cost.

New applications are also being developed within markets
such as precision asset tracking and guidance in ports and
unmanned air vehicles. These applications have been created
or transformed as a result of the evolution of low-cost, high-
precision positioning technology. This diverse range of new
markets represent a significant growth opportunity for NovAtel.

NovAtel serves many vertical markets in different life cycle
stages. With the announcement of GPS modernization and
the creation of new constellations such as Galileo, the ability
for mature markets to actually slide back into the growth
portion of the life cycle is possible. This is due primarily to
the new capabilities that additional frequencies, signals and
constellations are expected to provide. Because our customers
are commercial users of GNSS products, enhanced usability
and robustness can be measured and a business decision
made as to whether or not the new capability has financial
or safety of life benefits for the enterprise.
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Special App!

Special Applications is the largest and fastest growing
category, contributing C$33.0 million or 61% of NovAtel's
revenues for the fiscal year ended December 31, 2004.
This category has experienced a 40% compounded annual
growth rate from 2002 to 2004 and is the growth engine
for NovAtel. The Special Applications group’s customers
are in diverse markets including precision agriculture,
marine, mining and machine control, unmanned vehicles
and sports media.

Special Applications has three main types of customers:

* large, industry-leading companies utilizing NovAtel's
proprietary solutions to develop replacement and
transformative products for their end-markets, such as
Leica Geosystems in the survey market or AGCO in
precision agriculture;

Leica Geosystems

R

Leica Geosystems

Leica Geosystems is recognized as a market leader and pioneer in GPS
surveying and mapping systems. Although Leica Geosystems historically
designed and manufactured their core GPS technology in-house, it
recognized that development of next generation GPS technology was
becoming increasingly expensive and embarked on an evaluation of
outsourcing options in 2001. After considering several high-precision

ications

» innovative system integrators that have developed
new markets through creative integration of NovAtel's
products with other technology, such as BEELINE; and

¢ dealers and distributors that service hundreds of smaller
companies that are developing innovative solutions for
existing and new markets.

NovAtel’s dealers and distributors are critical in extending our
market reach. In many cases, these organizations make the
first sales to small system integrators that grow to become
significant customers through the development of innovative
product offerings. This was the case for BEELINE Technologies
which is now one of NovAte!’s largest customers.

Large, industry-leading company chooses NovAtel

GPS manufacturers, Leica Geosystems chose NovAtel.

“After considering several high-precision GPS
~manufacturers, in late 2001 we selected NovAtel

as our strategic partner for the joint development

of new technology in the high-precision geomatics
‘market. Since that time, NovAte! has surpassed our
expectations and we feel confident that our decision
o outsource this core technology to NovAtel was the
right one.”

‘Hans Hess, President & CEO

NovAtel signed a strategic co-operation agreement with Leica Geosystems
on May 1, 2003, to jointly develop new technology for GPS in the high-
precision geomatics market. NovAte!l subsequently began work on delivering
next generation GPS receivers that would provide Leica Geosystems’ customers
with the highest standard of accuracy and reliability in the survey industry.
In February 2004, Leica Geosystems announced the launch of the System
1200, a new surveying system, and in February 2005, they launched the
SmartStation, the world’s first high performance total station (TPS) with
integrated GPS. Both products utilize NovAtel's precise, reliable GPS engine

and antenna components.




Special Applications is our largest and fastest growing category of customer,
and is the growth engine for NovAtel.

BEFTINE Technologies, Inc. |

% i

“We have been very impressed in working with

the NovAtel team. Working together in a true
partnership, we have been able to develop and
deliver a unique solution for one of the largest farm
equipment OEMs in the world. To date, the system
has been very well received and we are excited
about the opportunity to roll out the technology

1o other fines within AGCO.”

Peter J. Williams, CEQ

Phato: BEELINE Technalogies, Inc.

I
Port LBS business is a strategic focus for BDStar.
We have integrated BDStar's customized software
services with NovAtel's accurate and reliable GPS
technology to create a strong product offering for
this market. Add this to our increased efforts and
reseurces directed towards the development of
business in this application sector, and we believe
we.are poised to become a market leader.”

-

Ruxdn Zhou, President

Innovative system integrator uses NovAtel technology

BEELINE Technologies, Inc.

Single-frequency GPS-based systems have been used for over 10 years in agriculture, typically
in combination with manual guidance systems to help farmers steer machinery in straight lines
over their fields. By integrating NovAtel's high-precision dual-frequency technology with guidance
software from BEELINE Technologies, Inc. of Australia, new generations of “Auto-Steer” capable
agricultural machines are now available on the market. NovAtel, in cooperation with BEELINE,
provides AGCO Corporation with these next generation systems for one of its tractor equipment
product lines. AGCO is one of the world's largest manufacturers and distributors of agricultural
equipment and its brands include Massey Ferguson, Fendt, Ag-Chem, Valtra and the Challenger
Series tractors.

Use of precision agriculture allows farmers to maximize crop yields, minimize the costs of farm
inputs and limit environmental impact. In addition, the “Auto-Steer” system results in a reduction
in farmer fatigue and extension of operational hours.

Given the benefits of the GPS-based system and the strong growth in sales of NovAtel’s components
for these systems, NovAtel expects significant growth from the BEELINE partnership as AGCO sells
new tractors equipped with this system and as BEELINE supplies this system to other end-users for
retro-fitting of existing agriculture equipment.

NovAtel’'s 2004 Dealer of the Year

Beijing BDStar Navigation Co. Ltd.

One of NovAtel's fastest-growing geographies in 2004, with sales of C$4.2 million, was China.
It is no coincidence that China is also home to Beijing BDStar Navigation Co. Ltd., NovAtel's
Dealer of the Year for 2004. NovAtel's dealers and distributors are critical in extending our market
reach. In many cases, these organizations make the first sales to small system integrators that
grow to become significant customers through the development of innovative product offerings.
An excellent example is Port Location-Based Services, or LBS. Beijing BDStar was awarded a
contract by Tianjin port Container Terminals (TCT) in July 2004 to deploy NovAtel GPS-based
systems at Tianjin port. Precision GPS technology benefits LBS by driving productivity,
increasing efficiency and improving safety-of-life. Beijing BDStar is also deploying systems

for other port authorities in Shenzhen and Hong Kong.




Aerospace and Defence

Aerospace and Defence continue to be strong markets for GPS technology and
include some of the mast technically demanding applications of NovAtel’s products.

The Aerospace and Defence category contributed

C$11.2 million or 21% of NovAtel’s revenues for the fiscal
year ended December 31, 2004. Customers in this group
utilize NovAtel's high-precision positioning technology for
critical components in such applications as the ground
netwaorks of civil air traffic navigation systems, in-flight
guidance systems on-board aircraft that together enable
aircraft to determine their precise position, and certain
military applications.

NovAtel's Wide Area Augmentation System (“WAAS”) receivers
are a key component of revenug in this category. The WAAS
receivers are an important part of the existing ground
infrastructure that supports the next generation of air traffic
control systems for commercial aviation in North America,
Europe, Japan, China and india. WAAS enables carriers to

fly mare direct flight patterns, reduces fuel costs and allows
increased air traffic capacity. Raytheon Company, the

U.S. Federal Aviation Administration and other leading
companies and national aviation organizations around

the world have selected NovAtel as a key supplier for this
application primarily because of NovAtel's leading technology
in this area.

NovAtel is also currently working with OEMs and system
integrators who have determined precision GPS technology
can be utilized in many military applications such as training,
logistics and missile tracking which do not require the use

of encrypted military GPS technology.

We believe that opportunities for future growth within
the aviation and defence markets will be driven by such
developments as the introduction of the Galileo system
and the use of commercial grade receivers in defence
applications such as unmanned vehicles.




Geomatics
Point, Inc. is a joint venture between NovAtel and Sokkia, one of the
world’s largest suppliers of surveying and mapping equipment.

Geomatics (surveying and mapping) was one of the first NovAtel sells GPS receivers, antennas and sub-systems
commercial applications of high-precision GPS technology to Point, which incorporates these products into surveying
and is currently a well-established market. The Geomatics systems that are in turn sold through the Sokkia distribution
category contributed C$9.3 million or 17% of NovAtel’s channels and through independent dealers and distributors.
revenues for the fiscal year ended December 31, 2004. Point provides Sokkia's global marketing organization with
NovAtel’s Geomatics category consists primarily of Point, Inc., advanced measurement solutions for the fields of surveying,
our joint venture with Sokkia Co. Ltd., one of the world’s mapping, geographic information systems, construction
largest suppliers of surveying and mapping equipment. and construction machine control. NovAtel's sales to Leica

Geosystems, although primarily for geomatics applications,
are not included in this category for reporting purposes due
to historical classification.
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Market Information

NovAtel Inc.’s common shares have been listed on The Nasdaq Stock Market®

since February 7, 1997. The following are the price ranges as reported by
The Nasdagq Stock Market® for the periods indicated.

(USS)

Year Ended December 31, 2004
First Quarter

Second Quarter

Third Quarter

Fourth Quarter

Year Ended December 31, 2003
First Quarter

Second Quarter

Third Quarter

Fourth Quarter

Year Ended December 31, 2002
First Quarter

Second Quarter

Third Quarter

Fourth Quarter

Year Ended December 31, 2001
First Quarter

Second Quarter

Third Quarter

Fourth Quarter

Year Ended December 31, 2000
First Quarter

Second Quarter

Third Quarter

Fourth Quarter

High

18.900
15.470
14.990
50.350

3.500
4.190
4.980
11.080

4.000
5.200
2.840
2.820

2.688
2100
2.310
3.050

10.500
5.750
6.625
4.000

Low

8.070
9.500
8.540
11.390

1.900
2.840
3.250
4,660

2.100
2.550
1.810
1.760

1.281
1.250
1.300
1.400

2.500
2.500
3.094
1.188

The Company has not declared or paid any dividends on the Common Shares to
date. The payment of dividends in the future will be dependent on the earnings and

financial condition of the Company and on such other factors as the board of

directors of NovAtel considers appropriate.

Forward-looking Statement

Certain statements in this annual report, including those about the Company’s future
plans and intentions, financial guidance, long-term growth prospects, levels of activity
or other future events constitute forward-looking statements for purposes of the Safe
Harbor Provisions under the SEC's Private Securities Litigation Reform Act of 1995.
These forward-looking statements are not based on historical facts but rather on
management’s current expectations regarding NovAtel's future growth, results of

operations, performance, future capital and other expenditures, competitive

advantages, business prospects and opportunities. Forward-looking statements involve
significant known and unknown risks, uncertainties and assumptions. Many factors
could cause actual results, performance or achievements to differ materially from the
results discussed or implied in the forward-looking statements, including impact and
timing of large orders, U.S. dollar to Canadian dollar exchange rate fluctuations, and
other factors described in the Company’s Form 20-F and other SEC filings. These
factors should be considered carefully and undue reliance should not be placed on

the forward-looking statements. These forward-looking statements are made as of

the date of this Annual Report, and NovAtel assumes no obligation to update or revise

them to reflect new events or circumstances.
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The dollar amounts presented in this Annual Report on Form 20-F are in Canadian currency unless otherwise
noted (CDN$I = US.80.7957 on April 29, 2005), and are presented in accordance with accounting principles
generally accepted in Canada. Historic rates of exchange appear in Part I, “Item 3 — Key Information, Selected
Financial Data.” The material differences between Canadian and U.S. generally accepted accounting principles
(“GAAP”) which would bear upon NovAtel Inc.’s, (hereinafter referred to as “NovAtel” or “the Company”),
financial statements and, more particularly, income (loss) applicable to shareholders’ equity are disclosed in Note 22
of Notes to Consolidated Financial Statements.

Certain statements in this Annual Report, including those about the Company’s future plans and intentions,
financial guidance, long-term growth prospects, levels of activity or other future events, are forward-looking statements
within the meaning of the Private Securities Litigation Reform Act of 1995. These forward-looking statements are not
based on historical facts but rather on management’s current expectations regarding NovAtel's future growth, results
of operations, performance, future capital and other expenditures, competitive advantages, business prospects and
opportunities. Wherever possible, words such as “anticipate”, ‘believe”, “expect”, “may”, “could”, “will”,
“potential”, “intend”, “estimate”, “should”, “plan”, “predict” or the negative or other variations of these words, or
similar words or phrases, have been used to identify these forward-looking statements. Forward-looking statements
involve significant known and unknown risks, uncertainties and assumptions. Many factors could cause actual
results, performance or achievements to differ materially from the results discussed or implied in the forward-looking
statements, including operating results of the Company’s joint venture Point, Inc. (“Point”), establishing and
maintaining effective distribution channels, certification and market acceptance of NovAtel’s new products, impact
and timing of large orders, credit risks of customers and the Company’s joint venture Point, pricing pressures in the
market and other competitive factors, maintaining technological leadership, timing of revenue recognition in
connection with certain confracts, the ability to maintain supply of products from subcontract manufacturers, the
procurement of components to build products, product defects, U.S. dollar to Canadian dollar exchange rate
fluctuations, the impact of industry consolidations, vulnerability to general economic, market and business
conditions, competition, environmental and other actions by governmental authorities, reliance on key personnel and
other factors described in the Company’s Form 20-F and other SEC filings, many of which are beyond the control of
NovAtel. These factors should be considered carefully and undue reliance should not be placed on the forward-
looking statements. These forward-looking statements are made as of the date of this Annual Report, and NovAtel
assumes no obligation to update or revise them to reflect new events or circumstances.

PART I
Item 1. Identity of Directors, Senior Management and Advisers
Not applicable.

Item 2. Offer Statistics and Expected Timetable
Not applicable.

Item 3. Key Information
A. Selected Financial Data
(a) Summary Financial Information

The following table sets forth selected financial data of the Company for the periods indicated. The selected
financial data as at December 31, 2003 and 2004 and for the years ended December 31, 2002, 2003 and 2004
have been derived from our audited consolidated financial statements, which appear elsewhere in this Annual
Report. The selected financial data as at and for the years ended December 31, 2000 and 2001 and as at
December 31, 2002 have been derived from our audited consolidated financial statements, not included in this
Annual Report. The following unaudited summary financial information, in the opinion of management, has
been prepared on the same basis as the audited consolidated financial statements and contains all adjustments,
consisting only of normal recurring adjustments, necessary for a fair presentation of the financial condition and
results of operations for such periods. The table sets forth, in Canadian dollars and U.S. dollars, the selected
financial data as prepared in accordance with Canadian generally accepted accounting principles (“Canadian
GAAP”). The financial data should be read in conjunction with “Item 5 -— Operating and Financial Review and
Prospects” and the Consolidated Financial Statements of the Company and Notes thereto included elsewhere in
this Annual Report.




Year Ended December 31,

Statement of Operations Data(1) 2004 2003 2002 2001 2000
(in thousands, except per share data)
Revenues: v
Productsales ........... .. ..., $48,802 832,138 $26,967 $23,241 $23,980
NREfees . ..., 5,130 6,546 6,179 4,996 863
Total revenues . .. .. .. o i 53,932 38,684 33,146 28,237 24,843
Cost of sales:
Costofproductsales. .. ....................... 19,586 14,805 11,885 10,730 10,360
Costof NREfees ............. ... ... . ... ... 2,917 3,565 4,055 2,542 482
Total cost of sales . .......... ... ..., 22,503 18,370 15,940 13272 10,842
Gross profit . . ... e e 31,429 20,314 17,206 14965 14,001
Operating expenses:
Research and development . .................... 9,588 7,123 5,334 6,571 7,811
Selling and marketing .. ....................... 5,751 5,269 5,361 3,612 4,087
General and administration .. ................... 5,312 4,280 4,045 3,711 3,661
Share offering costs . . .. ... ... .. . 754 — — — —
Total operating expenses. . .................... 21,405 16,672 14,740 13,894 15,559
Operating income (1088) .. ... ..o, 10,024 3,642 2,466 1,071 (1,558)
Interest income, net . ............0 it 313 174 84 131 319
Other expense . ... ..., (662) (664) (328) (123) (769)
Benefit of investment tax credits .. ................. 4,356 — —_ —_— —
Income (loss) from continuing operations before
INCOME LAXES . o v v vttt ettt e et e e it e e 14,031 3,152 2,222 1,079 (2,008)
Income taxes
Current provision . ............ . ... 2,328 52 77 13 13
Future income tax expense (benefit) . ... ........... (1,091) — — — —
Net income (loss) from continuing operations (3) . ... ... 12,794 3,100 2,145 1,066 (2,021)
Income (loss) from discontinued operations (3) ........ 21 360 (648) (956) (774)
Net income (10ss) .. .. ...t $12,815 §$ 3460 $ 1,497 § 110 $(2,795)
Net income (loss) per share (basic):
Continuing operations . . ... ...........uueur .. $§ 159 $ 040 $ 028 $ 014 $ (0.26)
Discontinued operations . ...................... — 0.05 0.09)  (0.13)  (0.10)
Net income (loss) pershare .. ................. $ 159 $ 045 $ 019 $ 0.01 $ (0.36)
Weighted average shares outstanding (basic) ........ L 8,063 7,723 7,681 7,690 7,676
Net income (loss) per share (diluted):
Continuing operations . . ....................... $ 151 $ 039 § 027 $§ 014 $ (0.26)
Discontinued operations . ...................... — 0.04 (0.08) (0.13) (0.10)
Net income (loss) per share ................... $ 151 $ 043 $ 019 $ 0.01 $ (0.36)
Weighted average shares outstanding (diluted) . ........ 8,500 7,983 7,824 7,704 7,816

Footnotes appear on pages 5-9




Year Ended
(U.S.$ equivalent)(2) December 31, 2004

(in thousands,
except per share data)

Revenues:

Product sales . ... e e $38,830

NRE feeS . . oot s e e e e e e 4,082

TOtal TEVENMUES . . o o e e e e e 42,912
Cost of sales:

Cost of product sales. . . ... ... ... e e 15,584

Cost Of NRE fee8 . .. .ot i i e i e e e e e e e 2,321

Total cost Of Sales . . .. .. i e e e e e 17,905
Gross profit . ... oo e 25,007
Operating expenses:

Research and development . ........ ... ... . .. . . 7,628

Selling and marketing . .. ... e 4,576

General and administration . . .. .. . ittt e e e e e 4,226

Share offering Costs. . . .. ... . e 600

Total OPerating XPEISES . v o v oo vt e ettt et e e 17,031
Operating iNCOMIE . . . . o vt v vt it e e ettt e e ettt e et et e e a s 7,976
INterest INCOIME, ML . . o v o ittt e et e e e e et et e et et e et e e 249
Other €Xpense . . ... vt i (527)
Benefit of investment tax credits . .. .. .. o e e 3,466
Income from continuing operations before income taxes . . . .............. . . ... 11,164
Income taxes

CUITent ProVISION . . . . vttt e i ettt et e et e e e e e e 1,852

Future income tax expense (benefit). . ... ...... ... . ... ... . L, (868)
Net income from continuing Operations . . . .. ...ttt ve et 10,180
Income from discontinued operations . ............. ... ..o 17
Nt OO . o v ettt et e e e e e e e $10,197
Net income per share (basic):

Continuing OPErations . . . . .\ o\t vttt ettt et e e $ 127

Discontinued Operations . . .. ... ... i ettt —

Net income per share. . . ... ..ttt e e e $ 127

Weighted average shares outstanding (basic) ........... ... . ... .. 8,063
Net income per share (diluted):

Continuing OPerations . . . . ...ttt e e $ 120

Discontinued Operations . . ... ... ...ttt ittt et —

Net income Per SRATE . . . .ottt et e e $ 1.20

Weighted average shares outstanding (diluted) . . ............ .. .. ... ... ... .... 8,500




US.$
Equivalent

December 31, December 31,
Balance Sheet Data(1): 2004 2003 2002 2001 2000 2004(2)
(Canadian §) (in thousands)
Working capital . ................ $30,322 $17978 $14,372 $12,284 $11,279 $24,127
Totalassets . ................... 52,946 35,572 30,800 27,821 28,830 42,129
Long-term liabilities ............. — 212 98 253 307 —
Total shareholders’ equity. . ........ 40,093 25,447 20,547 19,086 18,969 31,902

(1) The consolidated financial statements have been prepared in accordance with generally accepted
accounting principles in Canada (Canadian GAAP or Canadian principles). The material differences
from U.S. generally accepted accounting principles (U.S. GAAP or U.S. principles) are described below.

(2) Canadian dollar amounts for the 2004 year presented have been translated into U.S. dollars solely for the
convenience of the reader at the rate of U.S. $0.7957 per CDN$1.00, which was the exchange rate as of
April 29, 2005. These translations are not necessarily representative of the amounts that would have been
reported if the Company historically had reported its financial statements in U.S. dollars. In addition, the
rates utilized are not necessarily indicative of the rates in effect at any other time.

(3) As of December 31, 2004, the Company owned a 70% equity interest in Mezure, Inc., a company that had
been developing a GPS, wireless communication and Internet based product for deformation monitoring of
manmade and natural structures. On April 8, 2003, the shareholders of Mezure voted unanimously to
proceed with a Chapter 7 bankruptcy filing for Mezure, which was concluded on September 24, 2003.
Consequently, the Company is treating Mezure as a discontinued operation.

Canadian GAAP to U.S. GAAP Reconciliation ($ thousands)
i)  Deferred Development Costs

In the year ended December 31, 2004, the Company deferred $218 of development costs (3157 in 2003,
$125 in 2002, $4 in 2001 and $757 in 2000) in accordance with Canadian GAAP. Under U.S. GAAP, these costs
would be expensed as incurred as research and development costs.

In the year ended December 31, 2004, the Company amortized $416 of deferred development costs ($196 in
2003, $57 in 2002, $36 in 2001 and $nil in 2000) in accordance with Canadian GAAP. Under U.S. GAAP, these
costs would have been expensed in the periods when the originating expenditures were incurred.

Further, for U.S. GAAP purposes, the Company would have recharacterized the goodwill acquired on the
Mezure, Inc. share acquisition of $231 as development related costs, and these costs would have been expensed
on acquisition in 2001.

il) Stock-Based Compensation

Under U.S. GAAP, Statement of Financial Accounting Standard (“SFAS™) 123 “Accounting for Stock-
Based Compensation” establishes a fair value based method of accounting for stock-based compensation.
Companies have the option of including the effect of this pronouncement in determining their net income, or
alternatively, may continue to apply the accounting provisions of APB Opinion 25, but must comply with the
disclosure requirements of SFAS 123. For U.S. GAAP purposes, the Company continues to account for its stock-
based compensation in accordance with APB Opinion 25 (see Note 22 (1) in the consolidated financial
statements presented elsewhere in this Annual Report).

Effective January 1, 2004, under Canadian GAAP the Company adopted the fair value method of
accounting for stock options awarded to employees on or after January 1, 2002 as required by amended CICA
Handbook Section 3870 Stock-Based Compensation and Other Stock-Based Payments. As permitted by the
transitional provisions of Section 3870, the change was adopted retroactively without restatement. Under
Section 3870, the fair value of stock options is recognized over the applicable vesting period as stock-based
compensation expense and a credit to contributed surplus. When options are exercised, the proceeds are




credited to share capital, and the applicable fair value is reclassified from contributed surplus to share capital.
Retroactive application of Section 3870 resulted in the opening balances as at January 1, 2004 of deficit,
contributed surplus and share capital being increased by $456, $390 and $66, respectively, as though the fair
value method had been applied since January 1, 2002. As indicated above, the Company continues to account
for its stock-based compensation in accordance with APB 25 and thus these adjustments would not be recorded
for U.S. GAAP purposes.

Under Canadian GAAP, the Company recorded stock-based compensation expense of $326 in the year
ended December 31, 2004. For U.S. GAAP purposes, this expense would not have been included in the
determination of net income.

iii) Derivatives and Hedging Activities

The Company has historically entered into foreign exchange options and forward contracts to manage its
exposure to foreign currency fluctuations. Under U.S. GAAP, the accounting for derivative instruments and
hedging activities is contained in the Statement of Financial Accounting Standard (“SFAS”) No. 133, as
amended by SFAS 137, SFAS 138 and SFAS 149 (“SFAS 133”). SFAS 133 establishes accounting and reporting
standards requiring that all derivative instruments be recorded in the balance sheet as either an asset or a
liability measured at fair value and requires that changes in the fair value be recognized currently in earnings
unless specific hedge accounting criteria are met. For cash flow hedges, changes in the fair value of the derivative
instrument are recognized in net earnings in the same period as the hedged item and any changes in the fair
value prior to that period are recognized in other comprehensive income. For fair value hedges, both the
derivative instrument and the underlying commitment are recognized on the balance sheet at their fair value and
any changes in the fair value are recognized currently in net earnings. The Company’s foreign exchange
contracts have been accounted for as cash flow hedges.

iv) Investment in Joint Ventures

The accounts of the Company’s 49% joint venture interest in Point and former 48.7% joint venture interest
in Mezure, Inc. (prior to the Company acquiring a 74% controlling interest on July 23, 2001) are proportionately
consolidated as required under Canadian GAAP. Under U.S. GAAP, proportionate consolidation is not
permitted, and the Company’s investment in these joint ventures would be accounted for using the equity
method. As permitted by SEC guidance, the effects of this difference in accounting principles have not been
reflected in the accompanying tables.

In 2002, the Company recognized a gain of $121 related to the reduction of its equity interest in Mezure
from approximately 74% to 70%. Under U.S. GAAP, the Company would have reflected the effects of this
transaction as a direct increase in shareholders’ equity of $160 after consideration of the impact of previous
U.S. GAAP adjustments.

In addition, in 2003, the Company recognized a gain of $379 related to the liquidation of the remaining
assets and liabilities of Mezure. Under U.S. GAAP, this gain would have been $571, since $192 characterized as
goodwill under Canadian GAAP would have been expensed on acquisition in 2001 (see Note (i) above).

v) Intangibles Related to Acquisition of CMC Electronics’ OEM GPS Business

On May 14, 2003, the Company acquired CMC Electronics Inc.’s non-aviation Global Positioning System
(“GPS”) OEM product line. The purchase price was comprised of $150 at closing and $600 payable over time as
a royalty on the revenue generated by this business. The fair value of net assets acquired is as follows:

Capital ASSETS . . . v it e e e e e e
Intangibles . . . . .o e e

Total investment




The intangibles are comprised primarily of technology and an established market presence to which the
Company has assigned values of $149 and $348, respectively. The Company estimates that these intangibles will
have an expected useful life of 4 years and will be amortized using the straight-line method.

Under U.S. GAAP, when accounting for transfer of assets between entities under common control, the
entity that receives the net assets or the equity interest would initially recognize the assets and liabilities
transferred at their carrying amounts at the date of transfer. Any excess of consideration given over the
controlling shareholders’ carrying value would be accounted for as a reduction of equity.

vi) Classification of Employee Relocation and Termination Costs

In the year ended December 31, 2002, the Company included $128 of employee relocation and $84 of
employee termination costs within other expense in the consolidated statement of operations. Under
U.S. GAAP, these costs would be included within operating expenses.

vil) Comprehensive Income

US. GAAP utilizes the concept of comprehensive income, which includes net income and other
comprehensive income. Currently, there is no similar concept under Canadian GAAP. Other comprehensive
income represents the change in equity during the period from transactions and other events from non-owner
sources and includes such items as changes in the fair value of cash flow hedges.

viii) Summary of the Differences between Canadian and U.S. GAAP

The effects of the above-noted differences between U.S. and Canadian GAAP produces the following
differences on the presented statement of operations data:

Year Ended December 31,

2004 2003 2002 2001 2000
Net income (loss) from continuing operations —
Canadian GAAP . . ... ... ... ... . ... .. ... $12,794 $3,100 $2,145 $ 1,066 $(2,021)
Adjustments to U.S. GAAP :
Deferred development costs (i) . .. ................ (218)  (157) (125 @ (757)
Amortization of deferred development costs (i) ....... 416 196 57 36 —
Stock-based compensation expense (i) ............. 326 — — — —
Fair value of financial instruments (i) ............. — —_ — —_ (21)
Amortization of intangibles acquired from CMC
Electronics (¥) .. ... . i 124 62 — — —

Net income (loss) from continuing operations — U.S. GAAP . 13,442 3,201 2,077 1,098  (2,799)

Net income (loss) from discontinued

operations — Canadian GAAP .. .................. 21 360 (648) (956) (774)
Adjustments to U.S. GAAP
Gain on liquidation of Mezure, Inc. (iv) ............ — 192 — — —
Gain on dilution of equity in Mezure, Inc. (iv)........ — — (121) — —
Write-off of Mezure, Inc. development related costs (i) . — — - (231) —
Income (loss) from discontinued
operations — U.S. GAAP ........ ... ... ... .. ... 21 552 (769) (1,187) (774)
Net income (loss) —US. GAAP ..................... 13,463 3,753 1,308 (89) (3,573)
Net unrealized gain (loss) on foreign exchange contracts (iii) 179 — (48) 1 —
Reclassification to income of gains and losses on cash
flow hedges. .. ... .ot e — 48 (1) — —
Comprehensive income (loss) ....................... $13,642 $3,801 $1,259 § (88) $(3,573)




Net income (loss) per share as computed under Canadian and U.S. GAAP is as set forth below for the
following periods:

Year Ended December 31,

Net income (loss) per share from continuing operations 2004 2003 2002 2001 2000

Canadian GAAP —basiC .. .. ...otviiti i, $1.59 $040 $0.28 $0.14 $(0.26)
US. GAAP — basiC . . oot et e e e e e $1.67 $0.41 $0.27 $0.14 $(0.36)
Canadian GAAP —diluted . . .. .......... ..., $1.51 $0.39 $0.27 $0.14 $(0.26)
US. GAAP —diluted .. ...... ... ... i, $1.58 $0.40 $0.27 $0.14 $(0.36)

Year Ended December 31,

Net income (loss) per share 2004 2003 2002 2001 2000

Canadian GAAP —DbasiC . ... ..cotiitiiii i $1.59 $0.45 $0.19 $0.01 $(0.36)
U.S. GAAP —bBASIC . ..t eee et et $1.67 $0.49 $0.17 $(0.01) $(0.47)
Canadian GAAP —diluted . ............ ... ... ... ... ..... $1.51 $0.43 $0.19 $0.01 $(0.36)
US. GAAP —diluted . . .o e e e e $1.58 $0.47 $0.17 $(0.01) $(0.47)

The reconciliation of the selected consolidated financial data between U.S. and Canadian GAAP produces
the following differences on the presented balance sheet data:

Year Ended December 31,

2004 2003 2002 2001 2000
Total Assets
Canadian GAAP .. ... . $52,946 $35572 $30,890 $27,821 $28,830
Adjustments to U.S. GAAP
Deferred development costs (i) . ................ (2,359)  (2,557) (2,596) (2,528) (2,560)
Fair value of financial instruments (iii) ........... 179 — (48) — ¢
Write off of development related costs on Mezure
acquisition (I}(iv) . ..... ... — — (192) (231) —
Reduction of intangibles acquired from
CMC Electronics to carrying value (v) .. ........ (306) (430) — — —
US. GAAP ..o e $50,460 $32,585 $28,054 $25,062 $26,269
Total Shareholders’ Equity
Canadian GAAP ........ . ... i $40,093 $25,447 820,547 $19,086 $18,969
Adjustments to U.S. GAAP
Deferred development costs (i) . . ............... (2,359)  (2,557y  (2,596) (2,528) (2,560)
Fair value of financial instruments (iii) ........... — — — — ¢)]
Write off of development related costs on Mezure
acquisition (IY(Av) ...... ... — — (192) (231) —
Reduction of intangibles acquired from
CMC Electronics to carrying value (v) ... ....... (492) (492) — — —
Amortization of intangibles
acquired from CMC Electronics (v) ... ......... 186 62 — — —
U.S. GAAP before other comprehensive income ....... $37,428 $22,460 $17,759 $16,327 $16,408
Accumulated other comprehensive income (loss). .. ... 179 — (48) 1 —
U.S. GAAP including accumulated comprehensive
meome ... ... . $37,607 $22,460 $17,711 $16,328 $16,408




(b) Canadian and U.S. Dollar Exchange Rate

The following table sets forth, for each period presented, the high and low exchange rates, the average of
the exchange rates on the last day of each month during the indicated period and the exchange rates at the end
of the indicated period for one Canadian dollar, expressed in U.S. dollars, based on the noon buying rate in
New York City for cable transfers payable in Canadian dollars as certified for customs purposes by the Federal
Reserve Bank of New York:

U.S. Dollars Per Canadian Dollar
Year Ended December 31,

2004 2003 2002 2001 2000
AVEIAZE . o v o it e $0.7682 $0.7139 $0.6368 $0.6457 $0.6732
High .. ... 0.8493 0.7738  0.6619  0.6697  0.6969
LowW. . e e 0.7158 0.6349  0.6200  0.6241 0.6410
Periodend...... ... ... .. i, 0.8310 0.7738 0.6329  0.6267  0.6669

Month Ended

April March February  January  December November

2005 2005 2005 2005 2004 2004
High ...... ... ... ... .. . ... $0.8233 $0.8322 $0.8134 $0.8346 $0.8435  $0.8493
Low ... 0.7957 0.8024 0.7961  0.8050  0.8064 0.8155

On April 29, 2005 the exchange rate was U.S.$0.7957 per CDN$1.00.
(c) Dividends

The Company has not paid any cash dividends since its inception. The Board of Directors may pay cash
dividends in the foreseeable future, but intends to retain the majority of earnings, if any, for use in its
business operations.

B. Capitalization and Indebtedness

Not applicable

C. Reasons for the Offer and Use of Proceeds
Not applicable

D. Risk Factors

In addition to the other information set forth in this Annual Report, the following risk factors should be
considered carefully in evaluating the Company. This Annual Report contains certain forward-looking statements and
intentions. The cautionary statements made in this Annual Report should be read as being applicable to all related
forward-looking statements wherever they appear in this Annual Report. The Company’s actual results could differ
materially from those discussed here. Factors that could cause or contribute to such differences include those
discussed below, as well as those discussed elsewhere in this Annual Report.

The Company’s operating results are susceptible to fluctuations.

NovAtel’s results of operations have fluctuated and can be expected to continue to fluctuate on a periodic
basis as a result of a number of factors which affect revenue, gross margin and operating expenses. Annual and
quarterly revenues have fluctuated because of a number of factors, including fluctuations in demand for existing
products, the rate of development of new products, the degree of market acceptance of new products, increased
competition, acquisition of new product lines, timing of major contracts, U.S. dollar to Canadian dollar exchange
rates, operating results of subsidiaries and joint ventures, certification and market acceptance of new products,
impact and timing of large orders, pricing pressures in the market, establishing and maintaining effective




distribution channels, fluctuations in non-recurring engineering (“NRE”) fees, seasonality of customer purchase
patterns and the timing of industry trade shows.

Gross margin as a percentage of revenue varies primarily as a result of product sales mix, the proportion of
total revenue comprised of NRE revenue, changes in materials and contract manufacturing costs, liquidation of
discontinued inventory, and absorption of fixed manufacturing costs. In May 2003, the Company acquired
CMC Electronics’ non aviation L1 GPS OEM product line, which typically have lower gross margins as a
percentage of revenue and consequently, the addition of these products to NovAtel’s product line has adversely
affected its gross margins as a percentage of revenue.

A shortfall from anticipated revenue, lower gross margins or higher than expected expenses could adversely
affect results of operations. In addition, if NovAtel were to receive a major contract, the Company’s
expenditures required to support such a contract would likely increase. If revenue from the contract were
delayed for any reason, including cancellation or deferral of the contract, the Company’s results of operations
could be adversely affected. See “Item 5 — Operating and Financial Review and Prospects, Operating Results.”

If the Company’s product innovations and enhancements are not successful, the Company’s revenue growth and
results of operations may be adversely impacted.

Although NovAtel expects to make significant investments in research and development to continue to
enhance existing products, develop new products which incorporate new and existing technologies and achieve
market acceptance for such products, there can be no assurance that such new products or product
enhancements will be successfully developed or, if developed, that any such new products or product
enhancements will be developed in time to capture market opportunities or achieve a significant or sustainable
level of market acceptance in new and existing markets. The development of new, technologically advanced
products and product enhancements is a complex and uncertain process requiring accurate anticipation of
technological and market trends. Any inability on NovAtel’s part to successfully define, develop and introduce
new products and product enhancements may materially adversely affect its growth potential and results
of operations.

In addition, development and manufacturing schedules for technology products are difficult to predict, and
there can be no assurance that NovAtel will achieve timely initial customer shipments of new products. The
timely availability of these products in the market place and their acceptance by customers are important to the
future success of NovAtel. NovAtel has previously experienced delays in shipping certain of its products and any
future delays, whether due to manufacturing delays, product design and development delays, lack of market
acceptance, delays in any required regulatory approval, or otherwise, could adversely affect customer acceptance
of its products and have a material adverse effect on NovAtel’s business, financial condition and results of
operations. From time to time, NovAtel or its competitors may announce new products, capabilities or
technologies that have the potential to replace or shorten the life cycles of its existing products. No assurance
can be given that announcements of currently planned or other new products will not cause customers to defer
or stop purchasing NovAtel products until NovAtel or its competitors’ new products become available. In
addition, certain of NovAtel’s products must pass governmental and similar certifications before they can be
sold. Any inability or delay in obtaining such certifications could have a material adverse effect on NovAtel’s
business, financial condition and results of operations. See “Item 4 — Information on the Company, Business
Overview — Research and Development.”

The Company is subject to exchange rate fluctuations which could have a material effect on the Company’s
revenues and results of operations.

Over 98% of NovAtel’s revenues have been, and are likely to continue to be, realized in currencies other
than the Canadian dollar, principally the U.S. dollar. A significant portion of NovAtel’s expenses, however, will
be incurred in Canadian dollars. Accordingly, fluctuations in the exchange rates between the U.S. dollar and
other foreign currencies and the Canadian dollar could have a material adverse effect on NovAtel’s revenues
and its results from operations. If the Canadian dollar increases in value relative to the U.S. dollar, NovAtel’s
reported Canadian dollar revenues and net income may be materially and adversely affected. For example,
during 2004, the Canadian dollar increased in value relative to the U.S. dollar from $0.7738 on January 1, 2004
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to $0.8310 on December 31, 2004. Although NovAtel uses forward foreign currency contracts to reduce a
portion of its exposure to fluctuations in the U.S. dollar, there can be no assurance that NovAtel will be
successful in such hedging activities.

The Company relies on a limited number of customers for a substantial portion of its revenue and any loss of any
key customer could have a material effect on the Company’s business, financial condition or results of operations.

In 2004, the Company derived 48% of its revenues from its top four customers, namely Leica Geosystems
A.G. (“Leica Geosystems”), Raytheon Company (“Raytheon”), Sokkia Co. Ltd. (“Sokkia”)/Point and
BEELINE Technologies Inc. (“BEELINE”). While the Company believes it maintains good relationships with
its key customers, the loss of any key customer could have a material adverse effect on the Company’s business,
financial condition and results of operations. In addition, should any of the Company’s customers experience
financial difficulties resulting in an inability to pay amounts owing to the Company, the Company may
experience a material adverse effect on its financial condition and results of operations.

The Company’s strategic co-operation agreement with Leica Geosystems provides that in the event of the
acquisition of control of NovAtel or a significant portion of its assets by certain specified competitors of Leica
Geosystems, then Leica Geosystems may, among other things, terminate the agreement and any related
development or supply agreements. The strategic co-operation agreement between the Company and
CMC Electronics contains a similar right in favour of CMC Electronics which is triggered in circumstances in
which control of NovAtel or a significant portion of its assets are acquired by certain specified competitors of
CMC Electronics. The termination of either of such agreements could have a material adverse effect on
NovAtel’s business, financial condition and results of operations and could cause the Company’s quarterly
operating results to fluctuate and cause its stock price to decline.

The Company places binding manufacturing orders based on its forecasts and, if the Company fails to adequately
forecast demand for its products, it may incur product shortages or excess product inventory.

The Company’s third-par